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 In a recession new pricing strategies 
must be employed; but companies of-
ten do not have the luxury of bringing 
in new managers or changing organi-
zational mindsets quickly. Nonethe-
less, inexpensive tools can be imple-
mented which do not require major 
institutional changes. These can gen-
erate high returns—but only if orga-
nizations insist their people use them. 
This article was contributed by Rob 
Docters, Managing Partner, and Bert 
Schefers, Partner, of Abbey Road As-
sociates, a consulting firm specializing 
in pricing and pricing strategy. Rob 
is also lead author of Winning the 
Profit Game: Smarter Pricing and 
Smarter Branding (McGraw-Hill, 
2004). The authors can be reached at 
robdocters@abbeyroadassociates.com 
and bertschefers@abbeyroadassociates.
com, respectively.

Which pricing strategies 
address falling demand 
in an economic down-
turn? The pundits gener-

ally say: “wake up, pay closer attention to 
customers, and be more targeted in your 
pricing.” Good ideas certainly, but what 
should you do specifically? Which price 
initiatives do, or do not, work?

By examining the industries which en-
tered the recession early (e.g., print me-
dia, construction and commodity capital 
goods), one can identify five key strate-

gies, generally requiring intelligent use 
of tools, to combat falling revenues. The 
key to success, in all cases, is not to as-
sume that market-facing management 
becomes magically smarter. You may 
need tools to change behaviors.

So, the answers can be found in strategy 
+ tool combinations. Most of them focus 
on understanding the customer buying 
decision, which is the driver of price sen-
sitivity. Know the decision, and you can 
optimize your pricing.

Quick Checklist for 
Pricing in a Downturn

The Professional Pricing Society is pleased to announce the addi-
tion of Mike Simonetto to its Board of Advisors. Mr. Simonetto 
is a Principal with Deloitte Consulting and leader of the global 
Pricing and Profitability Management practice. Mike has spent 
the last 15 years providing consulting services to a variety of cli-
ents and has experience in pricing strategy development, pricing 
execution, pricing software selection and implementation, busi-
ness process design, acquisition due diligence and integration, 
strategic sourcing and new product development.

Mike joined Deloitte Consulting in 1991 as a senior consultant 
and became a principal in 1998. He has been leading the firm’s Pricing Practice 
since 2003. Prior to joining Deloitte Consulting, Mike spent 10 years with a 
$500 million heavy industrial construction company, where he held a variety of 
positions. He has a Bachelor of Arts degree from Indiana University and a Mas-
ter in Business Administration degree from the University of North Carolina’s 
Kenan-Flagler Business School.
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Weathering the Economic 
Downturn: Improving Your 
Realized Price
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Strategy 1: Adjust Your 
Understanding of Value  
and Its Capture
With the downturn, the value of your 
offer has changed both in aggregate and 
by component. For many industries the 
value of your after-sale service has in-
creased, while the value of new widgets 
has fallen. This is a direct consequence 
of your customers feeling poorer, or hav-
ing their budgets cut. While such cuts 

will preclude purchase of new units or 
services, the old units are now integral 
to customers’ businesses, and so must be 
maintained, recession or not.

Evidence of this sort of shift comes from 
recent IBM earning results. Unlike its 
more manufacturing-oriented peers who 
experienced sharp revenue declines, IBM 
exceeded earnings because it had shifted 
its business to over 60% service and lease 
revenues—which were less subject to 
capital expenditure cuts.

The tool required to best propel a 
change in focus is a quantitative assess-

ment of your offer components’ value. 
That tool may take three forms:

• A detailed model of the user’s business, 
showing how it makes financial and 
purchase decisions 

• Conjoint or other analysis of customer 
views, or

• Best of all, a rigorous analysis of con-

sumer behavior and testing of purchase/
price behavior through regression or 
similar techniques.

The sooner you understand which cat-
egories of spend must continue, and 
which categories will be cut, the sooner 
you can adjust your price structure. This 
analysis produces the best programs for 
preserving revenues. Often, a price in-
crease on less price sensitive offer ele-
ments will offset reduced demand for 
former flagship products. 

In simple terms: assuming your “nor-
mal” revenue mix is 70% new sales, 30% 

follow on, and the recession causes new 
sales to fall by 20%, you can often make 
up much of that fall by raising follow-
on prices (by as much as 50% in some 
cases!). Naturally, to avoid customer re-
bellion, finesse, messaging and superior 
bundling techniques are required. 

Strategy 2: Improve the 
Value Message
This strategy is linked to the first one. 
In a nutshell it says that customers do 
not always realize the value of what you 
offer. While many sales forces say they 
sell value, in fact, most do not. This is 
because in good times, in many indus-
tries, a sales rep does not do best by sell-
ing value. Rather reps do better by rais-
ing awareness and inserting themselves 
into a buying process. In a downturn the 
value communication role becomes more 
important.

To achieve this, the sales force must be 
equipped and trained with specific mes-
sages and evidence of your product’s or 
service’s value. For instance, surpris-
ingly few companies engage third party 
evaluators to compare their product with 
competitors. 

Credible evaluators are plentiful. Of-
ten university professors will assess your 
product for little more than the cost of 
samples. Evaluation organizations such 
as J. D. Powers are very important in 
honing a value message when customers 
are parting with their money with in-
creasing care.

Strategy 3: Make a Third 
Party Pay
Many companies believe that once the 
product or service has been delivered, 
the pricing process is over. Wrong. Many 
buyers are able to obtain reimbursement 
of their costs, and a majority of these can 
be educated on the tax consequences of 
their purchase. You, as the seller, im-
pact both taxes and reimbursements, 
and you neglect an important element 
of net realized price if you ignore these 
impacts.

The means to effecting this is to under-
stand your customer’s tax or reimburse-

Many buyers are able to obtain reimbursement of their 
costs, and a majority of these can be educated on the 
tax consequences of their purchase.
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ment opportunities. For instance, if you 
sell to lawyers who can obtain client 
reimbursement of electronic research but 
not books, sell your electronic and print 
research in bundles; and, on the invoice, 
allocate most of the price to the electron-
ic product. 

For example, if you sell bundles of tele-
phone and video services, do not allocate 
them equally on the invoice. Allocate 
more of the bundle price to the poten-
tially tax deductable telephone line, and 
educate customers on why you have done 
so. 

A final example: if you are a not-for-
profit performing venue selling 10 per-
formance season tickets for $300, and 
individual performances for $50, then 
grant season ticket holders who donate 
back tickets for a performance they 
cannot attend a tax credit of $50, not 
$30. 1

Strategy 4: Better Identify 
Customer Price Sensitivities
In some cases, a high priority should be 
to better understand a particular cus-
tomer’s price sensitivity and the possibil-
ity of cancellations and defections. This 
will identify when you may need to of-
fer a greater discount to retain the busi-
ness, or when a discount is unnecessary. 
It takes segmentation and moves it to a 
more granular level. 

The tool is a “risk scorecard” which 
rates the likelihood of customer can-
cellation due to price. It takes the col-
lective wisdom of your best sales man-
agers and some quantitative testing, 
and distills the four to six key mea-
sures which precede a cancellation. 
Such measures might be usage, your 
price relative to competitors, or the 
process by which your customer makes 
buy/cancel decisions. Use of such a card 
is simple: sales management answers 
the four to six questions, and you get a 
score which says: “Discount X%, Y% or 
None at all.”

A simple execution of this tool works 
best. The reason for this is that humans 
know more about key customer price 

drivers than do your systems. Frequently, 
the most important inputs to such a tool 
are known first by sales representatives or 
brand managers. For instance, a key fac-
tor could be a change in how purchases 
are approved, such as the switch between 
single decision-maker and committee, or 
a credit crunch in a particular geography 
or end user industry. 

The benefits of this tool can be enor-
mous. Experience suggests that, gener-
ally, less than two-thirds of cancella-
tions are price driven. This issue should 
not be addressed through price. Indeed, 
lowering price can sometimes destroy 

trust and set in motion further purchase 
reviews.

Strategy 5: Scenario 
Planning and Price 
Adjustments
All downturns are not alike. For pric-
ers the key scenario question relates 
to the direction of price, specifically: 
inflation or deflation? Additional ques-
tions are the costs of inputs, down-
stream products, duration and recovery 
mechanism. 

Scenario planning is the tool which has 
historically performed best for compa-

The mid-1970s recession manifested itself with very 
high inflation, high unemployment and high commodity 
(particularly oil) prices. That recession ended as oil 
prices dropped with deregulation of that industry and 
the collapse of OPEC. 
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nies planning for downturns, e.g., Shell 
Oil is superb at this technique. Com-
paring two previous downturns high-
lights differences which should be part of 
your scenario planning:

• The mid-1970s recession manifested 
itself with very high inflation, high 
unemployment and high commodity 
(particularly oil) prices. That recession 
ended as oil prices dropped with deregu-
lation of that industry and the collapse 
of OPEC. 

• The early-1990s recession also saw a 
spike in oil prices, but was further pro-
pelled by a savings and loan/banking 
credit crisis. Consequently, consumer 
confidence crashed, but later recovered 
along with our financial institutions to 
lead us out of recession. Inflation was 
not severe. 

How will this recession unfold? One 
scenario may be a short period of mod-
est deflation (declining prices in housing, 
energy, luxury purchases, for example) 
followed by an uptick in inflation and 
interest rates. Labor costs may lag infla-
tion. This scenario has very clear impli-
cations for pricing, which differ by in-
dustry. 

For some companies it means that long-
term contracts being negotiated today 
must have contingencies based on in-

flation rates (e.g., if inflation tops 10% 
there is an automatic adjustment incor-
porated into the agreement). For many 
companies this scenario means holding 
the line on list prices, but relaxing dis-
counts for the next year. 

For almost anyone who drops prices 
under pressure now, the message to cus-
tomers must clearly include: “We are 
dropping price now because our costs 
are falling, but when inflation starts to 
rise in 2010 you should budget for in-
creases.”

Any def lation highlights a peculiar 
management conundrum. Most com-
panies of any size sell to the market 
at different realized prices, usually 
straining the resources of price man-
agement organizations. While prices 
are falling, firms should avoid the 
temptation to regularize pricing. In 
other words, do not consolidate rate 
cards or contracts. 

There are usually many small custom-
ers or distribution partners buying 
at higher rates because your product/
service is not a major expenditure to 
them. These customers/partners often 
will not examine price, and change can 
only provoke scrutiny—as some soft-
ware providers have found—let sleep-
ing dogs lie.

Summary: Cheap Tools  
for Depressing Times
When a downturn comes, pricing grows 
in importance. Management’s actions 
become less routine, and more strategic 
thinking is required. However, to some 
extent, companies must play the hand 
they have been dealt in terms of the 
mindsets and skills of their managers. 
Economies change more rapidly than 
corporate culture. 

The way to make the best of this situa-
tion is to build inexpensive pricing tools 
rapidly and insist on their use. Large 
systems projects might be an option, but 
they take time and need to be designed 
with a full range of scenarios in mind. 
Many companies will do best with sim-
ple, fast and inexpensive tools, which 
recommend both changes in structure 
and price levels. These are likely to pro-
duce the highest return efforts in chal-
lenging environments.

Note
1 The idea is that context sets price. While the 
customer may buy the same thing as always, the 
value and ability to price are different. For in-
stance, while the orchestra may be the same, the 
price of a single performance is not the same as 
a series. So, if the season pass holder turns back 
in a single performance, it’s worth $50, not 
$30 ($300 divided by 10 performances.) This 
is hard-nosed value assessment.

Dear Readers:  

The mission of The Pricing Advisor 
has been to feature articles, which are 
particularly responsive to the most 
current economic conditions. For 
this reason, we have been moving to 
an entirely virtual edition in recent 
years.  This has enabled to us to de-
liver timely, insightful discussions of 
topical issues as quickly as possible to 
PPS members whether in the office or 
on the road. 

Because of the success of this transi-
tion, the last print issue of The Pricing 
Advisor went out in February. March 
now completes our move to an all-vir-
tual newsletter. We will continue to 
send you a monthly e-mail alert with 
direct links to the complete newsletter 
in the easy, printable PDF format you 
are used to (as well as links to individ-
ual articles).  

In the months to come we will be ex-
ploring other ways to take advantage 
of the virtual format to provide ad-

ditional services to the PPS member-
ship.  For example, we are considering 
adding comment boards for each ar-
ticle to encourage discussion between 
members and corporate pricing man-
agers looking for expertise to tap into.  
As we move forward, we will continue 
to make PPS even more responsive to 
the needs of our members. Questions, 
comments and suggestions can be sent 
directly to me at: Kevin.Mitchell@
pricingsociety.com.  

– Kevin Mitchell, Publisher

Going Virtual




